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The Honorable Jerome Powell

Chair

Board of Governors of the Federal Reserve System
20th Street and Constitution Avenue NW
Washington, DC 20551

Dear Chair Powell:

On July 27, 2023, the Fed voted to advance proposed rules to strengthen capital standards for the
nation’s biggest banks, implementing the remaining provisions of the international Basel III
agreement that was initially launched in response to the 2008 financial crisis and finalized in
December 2017. This was an important and long overdue step forward, and | urge you to resist
industry pressure to weaken the proposal and finalize the rules as quickly as possible. But I am
concerned that your intent to seek “potential modifications to the proposals” means that you will
seek to weaken them.2 This would be a grievous error.

The Fed’s proposal, which has been under development for the entirety of your service on the Fed
Board, including your tenure as Fed Chair, “would modify large bank capital requirements to
better reflect underlying risks and increase the consistency of how banks measure their risks” and
“seeks to further strengthen the banking system by applying a broader set of capital requirements
to more large banks” in response to the March 2023 bank crisis.® This includes the elimination of a
regulatory loophole that allows large regional banks to exclude unrealized losses and gains from
securities in their capital calculations, which “helped mask deterioration in SVB’s balance sheet
until investors and customers sparked a deposit exodus.”* The Fed’s description of the proposal
further notes that the increase in capital requirements would “principally affect[] the largest and
most complex banks,” that “[m]ost banks currently would have enough capital to meet the
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proposed requirements,” and that the “proposal includes transition provisions to give banks
sufficient time to adapt to the changes while minimizing any potential adverse impact.”®

This is a common-sense proposal that has become even more urgent in the wake of the banking
turmoil earlier this year. As President Biden urged federal banking agencies in March, “there is
remaining work to fully implement post-financial crisis capital rules” so that Americans can “be
confident that banks have sufficient capital cushions to absorb potential losses during stress events
like the ones experienced by Silicon Valley Bank.”® Accordingly, as Fed Vice Chair for
Supervision Michael Barr noted, the goal of the Fed’s proposal “is simple: to increase the strength
and resilience of the banking system by better aligning capital requirements with risk ... so that
banks bear the responsibility for their own risk-taking.”’ This particularly critical following the
recent bank crisis given that the Fed’s post-mortem analysis of SVB’s failure finds that “while the
proximate cause of SVB’s failure was a liquidity run, the underlying issue was concern about its
solvency.”®

Nevertheless, the bank lobby has been “engaging in a full-court press to fend off higher capital
requirements” well before the release of the Fed’s capital proposal.® As | noted in a March 29
letter to you, JPMorgan Chase CEO Jamie Dimon warned that stronger capital requirements were
“bad for America” and a “significant economic risk” in October 2022, just months before SVB
and Signature collapsed.® Even worse, big bank lobbyists and their allies in Congress were
pressing you to stave off increased capital requirements just days before those failures.!! Lobbying
expenditures by the major banking trade groups and three dozen of the biggest banks from April
through June this year were nearly 20 percent higher than lobbying expenditures during the same
period last year — a clear effort to fend off stronger rules following the failures of SVB and
Signature.*?
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It is no surprise why the big bank lobby has invested so much money to stave off higher capital
requirements in good times and bad: stronger capital requirements “impact the amount of profits
banks return to investors through [stock] buybacks,”*® which in turn may reduce bank executive
bonuses and compensation.'* Indeed, in April, S&P Global Market Intelligence predicted that
buybacks this year will “remain under pressure due in part to the possibility of tougher capital
rules.”?® For the big banks that plan to move ahead with share repurchases — such as Wells Fargo,
which announced a $30 billion buyback plan in July 2023 — the Fed’s capital proposal is a direct
threat to massive payouts for executives and shareholders.®

I am concerned that even though you voted to advance the Fed’s proposed rule, your tepid
embrace of the proposal seem to suggest that you may share Wall Street executives’ concerns that
stronger capital requirements will eat into their bonuses.!” Your opening statement on the proposal
notes that you “support putting” the proposal “out for comment™*8 but at no point did you indicate
that you support the proposed rule or even recognize the need for it — a signal the media picked up
on when noting that you “ha[ve] reservations” that “underscore how deeply divided the Fed is on
regulations, even as it has maintained striking unanimity in its far more visible interest rate-hiking
campaign.”*® Although you admit that “recent events have demonstrated the need to strengthen
supervision and regulation for firms with assets between $100 billion and $250 billion,” even here
you qualify your support for such action with vague references to the “need to strike the right
balance.”? Rather than declare clear support for stronger capital standards, the bulk of your
statement is focused on your interest in seeing “potential modifications to the proposals,” raising
concerns that you intend to water down the proposed rules in line with the banking industry’s
wishes.?! This would be at odds with your comments following the release of the Fed’s post-
mortem of SVB’s failure in which you clearly stated that you “agree with and support [Vice Chair
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for Supervision Barr’s] recommendations to address our rules and supervisory practices”?? —

which included improving capital standards.??

Y our uncertain positioning on the Fed’s proposal, just months after the banking system was nearly
brought to its knees by the sudden collapse of banks you enthusiastically supported deregulating,
reveals a broader lack of leadership. Your tenure as Fed Chair has been defined by delivering on
Wall Street executives’ wish lists,* most notably through your support of the 2018 Dodd-Frank
rollback that “was designed to ensure that lenders with between $50 billion and $250 billion in
assets — then covering about two dozen of the country’s largest banks, including SVB — no
longer faced a range of strict rules that apply to their bigger counterparts.”? You wrongly assured
the public that, even after the rollback, the law still “gives us the tools that we need to continue to
protect financial stability.”?®

Under your watch and with your support, the Fed Board also weakened oversight of the regulatory
framework for the biggest banks well beyond what was required of the law, including a March
2020 rule that one of your former colleagues on the Board noted was estimated to reduce capital
requirements by “nearly $40 billion or 4 percent for the global systemically important banks
(GSIBs), nearly $30 billion or 11 percent for other large banks with assets above $250 billion, and
nearly $35 billion or 16 percent for banks with assets between $100 and $250 billion.”%” Now, as
the big bank lobby prepares its targeted assault on the Fed’s new capital proposal,?® your failure
thus far to voice clear support for stronger rules that protect taxpayers and the economy — and your
indications that you support potentially weakening the Fed’s proposal — provides them with cover.

The Fed’s advancement of the capital proposal follows years of unnecessary delays during your
tenure as Chair.?® While the new capital rules were supposed to be adopted by January 1, 2023, the
release of the proposal came six months after that deadline.®® Further delaying the rule’s
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implementation, the Fed allowed a 120-day comment period on the proposal — longer than usual®
— in deference to the bank lobby’s requests.3? The long delay in proposing and implementing these
post-financial crisis reforms under your watch is puzzling given that you have wasted no time in
hiking interest rates to a 22-year high over the last year and a half.® It is even more striking in
light of the haste with which the Fed enacted more than a dozen deregulatory changes since you
became Chair.3*

Following the collapse of SVB and Signature, you admitted that “I’ve been chair[ing] the [Fed]
board for five-plus years now, and I fully recognize that we made mistakes ... we need to do better
... I do feel that I’'m personally accountable to do what I can to foster measures that will address
the problems.”® The Fed’s proposal to strengthen capital requirements for big banks provides you
an opportunity to do so. It is critical for the Fed’s credibility as a regulator that the Chair clearly
support the United States’ leadership in implementing the Basel reforms. | strongly urge you to
accept accountability for your failures, resist industry pressure to weaken and further delay the
rules, and finalize this proposal as quickly as possible.

Sincerely,
Elizabith Warren
United'States Senator
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